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(f) Additional payments to hospitals. In
addition to payments based on the pro-
spective payment system rates for in-
patient operating and inpatient cap-
ital-related costs, hospitals receive
payments for the following:

(1) Outlier cases, as described in sub-
part F of this part.

(2) The indirect costs of graduate
medical education, as specified in sub-
parts F and G of this part and in
§412.105 for inpatient operating costs
and in §412.322 for inpatient capital-re-
lated costs.

(3) Costs excluded from the prospec-
tive payment rates under paragraph (e)
of this section, as provided in §412.115.

(4) Bad debts of Medicare bene-
ficiaries, as provided in §412.115(a).

(5) ESRD beneficiary discharges if
such discharges are ten percent or
more of the hospital’s total Medicare
discharges, as provided in §412.104.

(6) Serving a disproportionate share
of low-income patients, as provided in
§412.106 for inpatient operating costs
and §412.320 for inpatient capital-re-
lated costs.

(7) The direct graduate medical edu-
cation costs for approved residency
programs in medicine, osteopathy, den-
tistry, and podiatry as described in
§§413.75—413.83 of this chapter.

(8) For discharges on or after June 19,
1990, and before October 1, 1994, and for
discharges on or after October 1, 1997, a
payment amount per unit for blood
clotting factor provided to Medicare
inpatients who have hemophilia. For
discharges occurring on or after Octo-
ber 1, 2005, the additional payment is
made based on the average sales price
methodology specified in Subpart K,
Part 414 of this subchapter and the fur-
nishing fee specified in §410.63 of this
subchapter.
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(9) Special additional payment for
certain new technology as specified in
§§412.87 and 412.88 of Subpart F.
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1987; 53 FR 38526, Sept. 30, 1988; 556 FR 15173,
Apr. 20, 1990; 55 FR 36068, Sept. 4, 1990; 57 FR
33897, July 31, 1992; 57 FR 39819, Sept. 1, 1992;
57 FR 46510, Oct. 9, 1992; 58 FR 46337, Sept. 1,
1993; 59 FR 1658, Jan. 12, 1994; 59 FR 45396,
Sept. 1, 1994; 62 FR 46025, Aug. 29, 1997; 63 FR
6868, Feb. 11, 1998; 64 FR 41540, July 30, 1999;
65 FR 47106, Aug. 1, 2000; 66 FR 39933, Aug. 1,
2001; 66 FR 46924, Sept. 7, 2001; 69 FR 49240,
Aug. 11, 2004; 70 FR 47484, Aug. 12, 2005]

§412.4 Discharges and transfers.

(a) Discharges. Subject to the provi-
sions of paragraphs (b) and (c) of this
section, a hospital inpatient is consid-
ered discharged from a hospital paid
under the prospective payment system
when—

(1) The patient is formally released
from the hospital; or

(2) The patient dies in the hospital.

(b) Acute care transfers. A discharge of
a hospital inpatient is considered to be
a transfer for purposes of payment
under this part if the patient is re-
admitted the same day (unless the re-
admission is unrelated to the initial
discharge) to another hospital that is—

(1) Paid under the prospective pay-
ment system described in subparts A
through M of this part; or

(2) Excluded from being paid under
the prospective payment system de-
scribed in subparts A through M of this
part because of participation in an ap-
proved statewide cost control program
as described in subpart C of part 403 of
this chapter.

(c) Postacute care transfers. A dis-
charge of a hospital inpatient is consid-
ered to be a transfer for purposes of
this part when the patient’s discharge
is assigned, as described in §412.60(c),
to one of the qualifying diagnosis-re-
lated groups (DRGs) listed in para-
graph (d) of this section and the dis-
charge is made under any of the fol-
lowing circumstances:

(1) To a hospital or distinct part hos-
pital unit excluded from the prospec-
tive payment system described in sub-
parts A through M of this part under
subpart B of this part.

(2) To a skilled nursing facility.
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(3) To home under a written plan of
care for the provision of home health
services from a home health agency
and those services begin within 3 days
after the date of discharge.

(d) Qualifying DRGs. (1) For a fiscal
year prior to FY 2006, for purposes of
paragraph (c) of this section, and sub-
ject to the provisions of paragraph
(d)(2) of this section, the qualifying
DRGs must meet the following criteria
for both of the 2 most recent years for
which data are available:

(i) The DRG must have a geometric
mean length of stay of at least 3 days.

(ii) The DRG must have at least
14,000 cases identified as postacute care
transfer cases.

(iii) The DRG must have at least 10
percent of the postacute care transfers
occurring before the geometric mean
length of stay for the DRG.

(iv) If the DRG is one of a paired
DRG based on the presence or absence
of a comorbidity or complication, one
of the DRGs meets the criteria speci-
fied under paragraphs (d)(1)(i) through
(d)(1)(iii) of this section.

(v) To initially qualify, the DRG
must meet the criteria specified in
paragraphs (d)(1)(i) through (d)(1)(iv) of
this section and must have a decline in
the geometric mean length of stay for
the DRG during the most recent 5
years of at least 7 percent. Once a DRG
initially qualifies, the DRG is subject
to the criteria specified in paragraphs
(d)(1)(@) through (d)(1)(iv) of this sec-
tion for each subsequent fiscal year.

(2) For purposes of paragraph (c), a
discharge is also considered to be a
transfer if it meets the following condi-
tions:

(i) The discharge is assigned to a
DRG that contains only cases that
were assigned to a DRG that qualified
under this paragraph within the pre-
vious 2 years; and

(ii) The latter DRG was split or oth-
erwise modified within the previous 2
fiscal years.

(3) For fiscal years beginning with
FY 2006, for purposes of paragraph (c)
of this section—

(i) The qualifying DRGs must meet
the following criteria using data from
the March 2005 update of the FY 2004
MedPAR file and Version 23.0 of the
DRG Definitions Manual (FY 2006):
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(A) The DRG has at least 2,050 total
postacute care transfer cases;

(B) At least 5.5 percent of the cases in
the DRG are discharged to postacute
care prior to the geometric mean
length of stay for the DRG;

(C) The DRG must have a geometric
mean length of stay greater than 3
days;

(D) The DRG is paired with a DRG
based on the presence or absence of a
comorbidity or complication or major
cardiovascular condition that, it meets
the criteria specified in paragraphs
(@B)HA)(A) and (d)(3)(A1)(B) of this sec-
tion.

(ii) If a DRG did not exist in Version
23.0 of the DRG Definitions Manual or
a DRG included in Version 23.0 of the
DRG Definitions Manual is revised, the
DRG will be a qualifying DRG if it
meets the following criteria based on
the version of the DRG Definitions
Manual in use when the new or revised
DRG first becomes effective, using the
most recent complete year of MedPAR
data:

(A) The total number of discharges to
postacute care in the DRG must equal
or exceed the 55th percentile for all
DRGs;

(B) The proportion of short-stay dis-
charges to postacute care to total dis-
charges in the DRG exceeds the 556th
percentile for all DRGs; and

(C) The DRG is paired with a DRG
based on the presence or absence of a
comorbidity or a complication or
major cardiovascular condition that
meets the criteria specified under para-
graph (d)(3)(ii)(A) and (d)(3)(ii)(B) of
this section.

(e) Payment for discharges. The hos-
pital discharging an inpatient (under
paragraph (a) of this section) is paid in
full, in accordance with §412.2(b).

(f) Payment for transfers. (1) General
rule. Except as provided in paragraph
(£)(2) or (f)(3) of this section, a hospital
that transfers an inpatient under the
circumstances described in paragraph
(b) or (c) of this section, is paid a grad-
uated per diem rate for each day of the
patient’s stay in that hospital, not to
exceed the amount that would have
been paid under subparts D and M of
this part if the patient had been dis-
charged to another setting. The per
diem rate is determined by dividing the
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appropriate prospective payment rate
(as determined under subparts D and M
of this part) by the geometric mean
length of stay for the specific DRG to
which the case is assigned. Payment is
graduated by paying twice the per diem
amount for the first day of the stay,
and the per diem amount for each sub-
sequent day, up to the full DRG pay-
ment.

(2) Special rule for DRGs 209, 210, and
211 for fiscal years prior to FY 2006. For
fiscal years prior to FY 2006, a hospital
that transfers an inpatient under the
circumstances described in paragraph
(c) of this section and the transfer is
assigned to DRGs 209, 210, or 211 is paid
as follows:

(i) 50 percent of the appropriate pro-
spective payment rate (as determined
under subparts D and M of this part)
for the first day of the stay; and

(i) 50 percent of the amount cal-
culated under paragraph (f)(1) of this
section for each day of the stay, up to
the full DRG payment.

(3) Transfer assigned to DRG 385. If a
transfer is classified into DRG 385
(Neonates, died or transferred) the
transferring hospital is paid in accord-
ance with §412.2(b).

(4) Outliers. Effective with discharges
occurring on or after October 1, 1984, a
transferring hospital may qualify for
an additional payment for extraor-
dinarily high-cost cases that meet the
criteria for cost outliers as described in
subpart F of this part.

(5) Special rule for DRGs meeting spe-
cific criteria. For discharges occurring
on or after October 1, 2005, a hospital
that transfers an inpatient under the
circumstances described in paragraph
(c) of this section is paid using the pro-
visions of paragraph (f)(2)(i) and
(£)(2)(ii) of this section if the transfer
case is assigned to one of the DRGs
meeting the following criteria:

(i) The DRG meets the criteria speci-
fied in paragraph (d)(3)(i) or (d)(3)(iii)
of this section;

(ii) The average charges of the 1-day
discharge cases in the DRG must be at
least 50 percent of the average charges
for all cases in the DRG; and

(iii) The geometric mean length of
stay for the DRG is greater than 4
days; and
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(iv) If a DRG is a paired with a DRG
based on the presence or absence of a
comorbidity or complication or a
major cardiovascular complication
that meets the criteria specified in
paragraph (f)(5)(i) through (f)(5)(iii) of
this section, that DRG will also be paid
under the provisions of paragraph
(£)(2)(d) and (f)(2)(ii) of this section.

[63 FR 41003, July 31, 1998, as amended at 65
FR 47106, Aug. 1, 2000; 67 FR 50111, Aug. 1,
2002; 68 FR 45469, Aug. 1, 2003; 69 FR 49240,
Aug. 11, 2004; 70 FR 47484, Aug. 12, 2005]

§412.6 Cost reporting periods subject
to the prospective payment systems.

(a) Initial cost reporting period for each
prospective payment system. (1) Each
subject hospital is paid under the pro-
spective payment system for operating
costs for inpatient hospital services ef-
fective with the hospital’s first cost re-
porting period beginning on or after
October 1, 1983 and for inpatient cap-
ital-related costs effective with the
hospital’s first cost reporting period
beginning on or after October 1, 1991.

(2) The hospital is paid the applicable
prospective payment rate for inpatient
operating costs and capital-related
costs for each discharge occurring on
or after the first day of its first cost re-
porting period subject to the applicable
prospective payment system.

(3) If a discharged beneficiary was ad-
mitted to the hospital before the first
day of the hospital’s first cost report-
ing period subject to the prospective
payment system for inpatient oper-
ating costs, the reasonable costs of
services furnished before that day are
paid under the cost reimbursement pro-
visions of part 413 of this chapter. For
such discharges, the amount otherwise
payable under the applicable prospec-
tive payment rate is reduced by the
amount paid on a reasonable cost basis
for inpatient hospital services fur-
nished to that beneficiary during the
hospital stay. If the amount paid under
reasonable cost exceeds the inpatient
operating prospective payment
amount, the reduction is limited to the
inpatient operating prospective pay-
ment amount.

(b) Changes in cost reporting periods.
CMS recognizes a change in a hos-
pital’s cost reporting period made after
November 30, 1982 only if the change
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